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A THEORY OF THE RATE OF WAGES 

SUMMARY 

Other theories of wages deal with other problems than that of rais- 
ing wages, 581. — Sources from which increase of nominal wages may 
come, 585. — How may the laborers command a share of these sur- 
pluses? 605. — Increasing real wages by lowering the prices of what the 
laborer buys, 608. — The laborer's free income, 609. — Factors de- 
termining a wage rate in a given industry, 610. 

I. The inquiry, whose imperfect results find ex- 
pression below, 1 has had three objects. 

(A) The first is to find a theory of wages relevant 
to the problem of how real wages are to be raised. 

(B) The second is to push the explanation of wages 
beyond the composite abstractions of current theories 
and to formulate it in terms of economic factors amen- 
able to control. 

(C) The third is to establish a theoretical basis for 
quantitative inquiries into the possibilities of raising 
wages in particular industries and occupations. 

II. The excuse for adding another to innumerable 
theories of wages is the conventional one that they do 
not achieve these desired objects. 

(A) These theories, one and all, have their roots in 
other problems than that of raising real wages. 

1. The "iron law of wages" is an outgrowth of con- 
cern with the problems of "misery" and of "poverty." 
It proves that they are inevitable. 

2. The "wages fund" theory is a denial of the 
ability of trade unions to raise the general rate of wages. 

1. The argument which follows is presented in memorandum form because of the 
tentative character of its statement, the interminable length to which it would other- 
wise run, and the ease with which this form of composition lends itself to concise and 
articulate expression. 

581 
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3. The "exploitation" theory is an attempt to find 
a philosophical justification for the claim of labor to 
"the whole of the product of industry." 

4. The "productivity" theory is, on its surface, a 
statement that in distribution laborers receive all that 
labor produces. Under analysis it becomes an argu- 
ment that, in buying labor and selling its product, the 
employer cannot appropriate an "unearned" surplus 
produced by labor. It is a "non-exploitation" theory 
of wages. 

(5) The terms in which these theories are stated 
render them irrelevant to the problem of how real 
wages can be raised. 2 

1. All of them, as ordinarily stated, carry ethical im- 
plications favorable, or antagonistic, to the prevailing 
economic order. 

2. Their final terms, e. g., "a wages fund," "supply 
and demand," "specific productivity," carry with them 
an implication of the inevitability of wage rates estab- 
lished under the action of the assumed factors. They 
make the theory of wages almost an aspect of natural 
law. 

3. Their final terms are complexes of many specific 
factors, much too conglomerate to be useful for pur- 
poses of control. A theory, adequate to the purpose, 
must get back of these general terms to the particular 
factors which are their elements. So far as these ab- 
stractions are resolved by their authors, the only sources 
of wage increases which emerge are the efficiency of 
labor, the savings of thrift, and the check upon the 
growth of population. Not only is this list too scanty 
to be suggestive, but it omits the sources of wage in- 
creases most responsive to control. 

2. It is, of course, unnecessary in this inquiry to raise the question of the truth or 
falsity of these theories. 
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4. They make the theory of wages an aspect of 
value theory. This leaves out of account items of in- 
come, such as compensation for accidents, supervision 
of health, and educational opportunities, which are no 
part of the pecuniary wage. Moreover, it directs at- 
tention to the process through which labor is evaluated 
in the market rather than to the relationship of real 
wages to the tangible sources of wealth. 

(C) These theories furnish no basis for quantitative 
inquiries concerned with the possibilities of raising 
wages in particular industries. On the contrary, they 
are quite self-sufficient. They require no resolution into 
parts, no elaboration, no changes in factors or in em- 
phasis, and no qualification to be applicable to specific 
wage problems. In short they are irrelevant to the 
problem of a conscious attempt to raise wages by a con- 
trol of the factors upon which wages depend. 

III. This approach to the theory of wages carries 
with it its own assumptions and method. Since these 
peculiarities are explicit in the pages which follow, no 
detailed presentation of them is necessary. It is enough 
to indicate here the salient features of the problem with 
which the theorizing below is concerned. 

(A) Its end is the elaboration of a theory of wages, 
at once scientific in basis and positive in character, yet 
relevant to the various problems involved in increasing 
the particular rates which make up "the wages struc- 
ture." 

(B) Its concern is to formulate a theory, not the 
theory, of wages. The theory elaborated below is 
directly relevant only to the problem of how real wages 
are to be raised. It has no direct relevancy to an ex- 
planation of wage rates in terms of native ability; the 
differentials in wage rates, with a lifetime as the term, 
paid in various occupations; the ethical merits of "the 
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wages system," incomes from property, or "capital- 
ism " ; or many other problems relating to wages. Each 
of these requires its own theoretical attack. Since there 
is no single problem of wages, there can be no exclusive 
"theory of wages" and no one "law of wages." 

(C) It assumes that wage rates are constantly being 
redetermined in a developing industrial system, in 
which the efficiency of labor, the ability of management, 
the arrangement of work, the technique of production, 
the organization of units into an industry, and the 
conventions under which business is being done, are 
all undergoing change and are responsive to conscious 
modification. This makes of the rates which con- 
stitute "the wages structure" variables in an economic 
system whose institutions are all variables. 

(D) It differs from the older theories in attempting 
to reduce to reality, with a degree of specific detail 
which it is hoped is not incompatible with theoretical 
discussion, the conglomeration of variables which in 
their several degrees affect the rate of wages. 

(E) Its point of attack is the problem of raising 
wages. An elevation in the rates which make up "the 
wages structure" (or, if you must have it so, of "the 
general rate of wages") can be effected only by an 
advancement of particular rates in the different oc- 
cupations and industries. 

(F) The advancement of a specific rate of wages 
means the addition of an increment to the prevailing 
one. Hence this inquiry must begin with a considera- 
tion of the conditions under which a rate of wages in a 
particular industry or occupation can be increased. 

(G) With this problem of how an increment can be 
added to a prevailing rate of wages the four sections of 
the argument which immediately follow are concerned. 
This can be effected by (1) an increase in the nominal 
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rate of wages (IV-V) ; (2) an increase in the purchas- 
ing power of the nominal wage (VI) ; or (3) an increase 
in the goods and services available to the laborer which 
are not included in the nominal wage. 3 The factors 
upon which each of these depends are set forth in detail 
below. 4 

(H) There follows a translation of the theory of the 
increment into a theory of the rate of wages (VIII), a 
consideration of the relationship of rates of wages to 
each other in "the wages structure" or through "the 
general rate of wages" (IX), and some suggestions 
about wages policy which are implicit in the theoretical 
discussion which is the main concern of this inquiry (X). 

IV. An increase in the nominal rate of wages in an 
industry or occupation depends upon (1) the discovery 
of a source for the increment and (2) the ability of the 
wage-earners in the industry or occupation to command 
it against the competition of other groups. This section 
is concerned with the first of these two conditions. 5 

(A) The first general source of an increase in the 
nominal wage is to be found in price changes. 

3. Logically this discussion should occupy a single section of the argument. But to 
simplify what is at best an elaborate explanation, each of these possible sources is dis- 
cussed in a single section (IV-V, VI, VII). For the same reason the first is divided be- 
tween two sections, concerned with the possible sources of an increase in the nominal 
wage (IV) and with the ability of wage earners to command these increments (V). 

4. A summary of these factors seems unnecessary here. The reader who wishes to 
get a perspective of the argument in advance has only to read first the main headings 
(IV-VII), then the first sub-headings under each (A, B, C), etc. 

5. This section is very roughly an abstraction of the suggestions of sources of a wage 
increase for coal miners presented by various witnesses to the Coal Industry Commis- 
sion (British) in 1919. This represents the most persistent and most comprehensive 
attempt with which the writer is acquainted to canvass the whole range of possibilities 
of wage increases offered by an industry. It is proper to defend the members of the 
Commission and its witnesses by saying that their sources of wage increases were all 
embodied in "practical" proposals and that none of them had the hardihood to elab- 
orate a theory of an increment in the rate of wages or to convert this into a general 
explanation of a basic rate in an industry or occupation. In their defense it must also 
be recorded that in the process of abstraction many sources have crept into this account 
which were not suggested before the commission. The liberties taken by the writer will 
be familiar to all who have studied the testimony taken by the Commission . Others are 
referred to the two million words of testimony "humbly submitted" "to Your Maj- 
esty's most gracious consideration" and duly recorded in the Reports and Minutes of 
Evidence of the Inquiry conducted by the Coal Industry Commission, London, 1919. 
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1. The cost of the increment in the wage may be 
thrown upon the consumer. This alternative is subject 
to these limitations: 

(a) It is limited by the demand for the good. It is 
almost impossible to find a good for which the demand 
is inelastic. A considerable portion of the supply of 
even the most necessary commodities is put to quite 
dispensable uses. 

(6) In some cases the cost of the increase can be 
thrown upon either the foreign or the domestic con- 
sumer to the exclusion of the other. If there is keen 
foreign competition, a tariff can be made to throw the 
burden upon the domestic consumer. If a country has 
a practical monopoly of the industry, within limits the 
foreigner can be made to bear the cost. 

(c) If a single good is sold to the public in many 
varieties, as, e. g., under the device of "class price," the 
increment may be collected from the consumer of the 
more expensive (or, if you prefer, the less expensive) 
brands. 

(d) The policy of raising wages by passing the bur- 
den along to the consumer is likely to be at least par- 
tially self-defeating. If generally employed it can 
raise wages only by the aggregate of the sum collected 
through the excess in price from consumers who are not 
laborers. 

2. The cost of the increment in the wage may be 
taken out of the investments in industrial equipment 
in the industry. This alternative has also its peculiar 
limitations. 

(a) The amount available for wage increases has its 
outside limit in the volume of dividends and profits. 
While in some industries, or at least in some industries 
at some times, there is a considerable volume of profits, 
in general profits are too small in volume compared 
with the wages bill materially to increase wages. 
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(6) Pressure upon property incomes is likely to 
yield substantial returns only in industries which have 
recently become monopolistic and in which property 
rights to surplus income have not yet become clearly 
established. 

(c) Profits from capitalization not represented by 
physical property offer an uncertain source for wage 
increases. It is difficult, if not impossible, to disen- 
tangle such equities from those that represent real 
property. In most cases such equities are "estab- 
lished" and have been transferred in genuine sales 
many times. 

(d) The lowering of the general rate of interest offers 
the possibility of a slight increase in wages. This is 
contingent upon an increase in the volume of savings, 
a more plentiful supply of credit, or changes in the 
banking customs and investment habits of the com- 
munity. It is beyond the control of the laborers in a 
particular industry. 

(e) Pressure upon profits is even more narrowly 
limited by the demand of the industry for more funds. 
If the increase in wages is to be maintained, either 
profits must not be so seriously curtailed as to make it 
difficult for the establishment or industry to attract 
investments, or some new method, other than depend- 
ence upon private investors and "the money market," 
must be found to secure funds for expansion. 

(/) Pressure upon profits must not be allowed to 
deplete the surplus from "corporate savings" intended 
for reinvestment in the industry. 

3. The cost of the increment in the wage may be 
taken out of incomes from the ownership of "natural 
elements" used in the industry. It is argued that since 
ground rent, mineral rights, and the like are paid for 
the use of non-producible goods, a reduction or an 
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abolition of such incomes carries with it no threat to 
industry. The limitations here seem to be these. 

(a) The ownership of such rights are tangled up with 
the ownership of plant, equipment, "good will," and 
the general equities of the properties within the in- 
dustry. 

(6) The total of such incomes, when disentangled 
from those accruing from investments in reproducible 
goods, is small in most industries. Even mineral 
royalties are small in volume in comparison with the 
wages bill. 

(c) In most cases "natural elements" used in indus- 
try are subject to alternative uses. Under the prevailing 
system this fixes a definite limit to their appropriation 
for the payment of wages. 

(d) Even as regards minerals, so long as mines differ 
from each other in productivity or location, some form 
of unification of the industry is necessary to an appro- 
priation of royalty charges. 

(e) Substantial gains from this source are dependent 
upon a willingness of the public to make, or to sanction 
when made under the pressure of wage earners, changes 
in "the competitive organization of industry" and a 
revocation of property rights in "natural elements." 

4. The cost of the increment may be taken out of 
salaries paid in the industry. Here there are three pos- 
sible sources of waste, each offering its peculiar resist- 
ance to an attempt at its appropriation. 

(a) The first is salaries paid for duties which are 
nominal. The total saving from the elimination of all 
sinecures would be very small in comparison with the 
wages bill for an industry. 

(6) The second is salaries paid for the performance 
of functions which while now real enough would be 
unnecessary under a different organization of the in- 



A THEORY OF THE RATE OF WAGES 589 

dustry. The possible savings from this source are not 
primarily from price changes. They are contingent 
upon a reorganization of the industry which will be dis- 
cussed in its proper place below (IV, (J). 

(c) The third is salaries in excess of the amounts 
necessary to adequate performance of functions. It is 
true that at present many salaries are more than enough 
to furnish to their recipients incentives to do their best 
and to supply them with all the instrumentalities es- 
sential to efficient work. Yet, under a system in which 
industries compete for executives and salaries are re- 
garded as indications of efficiency, a single industry 
cannot immediately cut from salaries their excesses 
without danger of weakening its personnel. 

5. The cost of the increase in the wage may be 
thrown back upon those from whom the industry re- 
ceives its materials and supplies. This possibility 
presents an alternative. 

(a) It may involve finding the source of the lower 
prices, in part or in whole, in the wages bills of the 
supplying industries. This is tantamount to raising 
wages in an industry at the expense of wages in the in- 
dustries from which it draws its supplies. 

(6) Or it may involve finding the source of the lower 
prices in internal economies in the supplying industries. 
This is raising for these industries the identical ques- 
tion of a wage increase through internal economies 
which is discussed for the industry in question below 
(IV, B). 6 

(B) The second source of an increase in the nominal 
wage is an improvement in "the state of the industrial 
arts." This can be effected either through a develop- 
ment of the arts or through their better utilization. 

6. Incidentally one cannot escape the question of why savings found through internal 
economies in the supplying industries should not be used to raise wages in the industries 
in which they originate rather than be diverted to raising wages in an alien industry. 
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Either will result in the production of the current out- 
put at a cheaper aggregate cost or in the production of 
a larger output at the current aggregate cost. The im- 
portance of the surplus accumulated through an im- 
provement in the industrial arts as a possible source of 
increased wages 7 justifies a somewhat detailed analysis. 

1. A surplus may be created by increasing the effi- 
ciency of labor. It would be tedious to enumerate the 
various devices and methods by which this might be 
effected. All that can be done here is to suggest the 
principal avenues of attack upon the problem and to 
suggest the limitations to which each is subject. 

(a) A source of such increased efficiency is an im- 
provement in physique and in health. This involves a 
progressive attack upon the problems of adequate nu- 
trition during immaturity, a proper subsistence wage, 
an effective regulation of health, and a prevention 
of a premature using up of human resources. The 
solution of these problems is arrested by the ignorance 
of the great mass of people, by the short-term contract 
which prevents the employer from considering his 
laborers as a long-time asset, and by inherited individ- 
ualistic notions hostile to a program for the conserva- 
tion of human resources. 

(6) A second source of such increased efficiency is 
an improvement in the training and placing of laborers. 
This involves the problems of general and vocational 
education; the distribution of laborers among the sev- 
eral industries and occupations ; and the placing, train- 
ing, and promotion of laborers within the business 

7. It is significant that the industrial community has no theory of how the new wealth 
created by the development of the industrial and economic arts is to be distributed. 
The shreds of such a theory exhibited in the patent system, private property, pecuniary 
competition, and like institutions, were formulated, so far as they were consciously 
formulated, without any clear conception of the problem of disposing of future and un- 
earned income made available by the "progress" of the arts. Needless to say Buch 
wealth is all appropriated as it accrues but its appropriation bears evidence of no con- 
scious social design. 
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establishment. Such promises of increased personal 
efficiency are quite finite. Where the machine technique 
is established the great majority of tasks make use of 
only a fraction of the laborer's intellectual resources; 
the training for the task is short and simple; and there 
is a tendency to reduce men to a dead level. In addi- 
tion the hierarchical organization of business reduces 
greatly the number of positions requiring intelligence 
and discretion. 

(c) A third source of such increased efficiency is to 
be found in the better utilization of labor. Here be- 
long the familiar problems of hours of work, rest periods, 
inspection, "efficiency systems," methods of wage pay- 
ment, and the like. 

(d) A fourth source of such increased efficiency is a 
reduction of absenteeism. This problem is largely one 
of health and of morale. A serious decrease in the 
volume of voluntary abstinence from employment must 
wait upon changes in personal habits. 

(e) A fifth source of such increased efficiency is an 
improvement in the morale of labor. In this country the 
morale of labor is already high. How high it is is evi- 
dent in noting the fall in wages and the general economic 
ruin which would attend any widespread practice of 
sabotage. There is, however, too much of a negative 
element in labor morale. The industrial system both 
helps and hinders the solution of this problem. Where 
industry is mechanicalized, the machine sets the pace. 
There, except for absenteeism, a high morale on the 
part of the worker is unnecessary. Where the older 
"indiscipline" remains, the separation of owner and 
laborer and the impersonality of management create 
psychological conditions which undermine morale. 
This mental distrust is increased by a price system and 
an irregularity in industrial activity which makes the 
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dependence of wages upon the exertions of laborers an 
abstraction very hard for them to grasp. 

2. A surplus may be provided by increasing the 
efficiency of management. The importance of this 
problem may be indicated by visualizing two industrial 
systems alike in every respect save that one is manned 
by a first-class and the other by a third-class personnel. 
The problem is much too complex even to be outlined 
here. All that can be done is to mention the principal 
questions which make it up. 

(a) There is, most important of all, the question of 
selecting personnel. The method of "trial and error" 
used in business and that of "formal competence" em- 
ployed in civil service alike fall short of guaranteeing 
rational selection. Since positions differ in function 
with difference in rank, seniority, even when accom- 
panied by attested competence in the position below, 
is no test of fitness for the higher position. If a real 
improvement in the choice of personnel is to be made, 
standards of efficiency for particular positions might 
be formulated and their incumbents might be chosen 
in terms of their abilities to meet these standards. 

(6) There is, next, the problem of eliminating "mar- 
ginal managements," groups of administrators in charge 
of establishments that barely remain "going concerns." 
The facts about the influence exerted upon the rate of 
wages for a whole industry by incompetent manage- 
ment of poor establishments are too well known to 
require recapitulation here. 

(c) There is, finally, the problem of enlisting the full 
services of the management in the conduct of the in- 
dustry. To some extent this is a question of devotion 
to the task to be done. It is even more a question of 
engaging managers in the service of their establish- 
ments as instruments of production rather than as 
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businesses primarily to be run for the benefit of them- 
selves and their stockholders. 

3. A surplus may be produced by improving the 
technique of the industry. In the last century the 
development of the machine technique has been a fac- 
tor of great importance in raising wages. In spite of 
this it is usually overlooked by those concerned with 
finding a source for increased wages. It is neglected 
because as a long-time factor it does not possess the 
immediacy which wage earners demand of their weapons 
and because it has not usually been regarded as sub- 
ject to control. Its importance prompts the following 
cursory suggestions. 

(a) The accepted theory, common to economics and 
to law, is that improvements in the industrial arts come 
from very gifted individuals; that pecuniary rewards 
are the bait necessary to get from them their pioneer 
work; and that through a grant of patent the inventor 
or discoverer enjoys for a period of years the rewards 
of his industry and genius. At the expiration of the 
patent the discovery or invention becomes public prop- 
erty, and, through the competition of rival producers, 
its full benefit is secured to the consumers in cheaper 
goods. 

(6) The progress of the work of discovery and inven- 
tion tend to make this theory more and more obsolete. 
At present the development of technique in many in- 
dustries is entrusted to organizations with semi-per- 
manent staffs, whose members work for salaries. This 
more efficient system is being extended and is capable 
of application to all industries. Under it the cost of 
inventions and discoveries can be reduced to almost 
calculable terms. Wherever it is used the expense in- 
curred in the advancement of technique is only a frac- 
tion of the gains which newer methods and contrivances 
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make possible. After all the costs are met, there re- 
mains a surplus ("unearned," if you will) for someone 
to claim. 

(c) Our industrial community has no definite policy 
for the disposition of this surplus. A legal claim to it, 
which is merely immediate and nominal, resides in the 
owners of the patents. When the surplus actually 
accumulates, it may go to the stockholders in increased 
profits, to the consumers in lower prices, to the laborers 
in higher wages, or it may help subsidize less economi- 
cal methods which the growth of competitive business 
seems to make necessary. It is of note that the surplus 
from technique not yet developed but assured by a 
competent research organization exists in the future 
and is now unclaimed. In such gains there are as yet 
no "vested interests." If wage earners are willing to 
wait, they have here a source of a constantly increas- 
ing wage. 

(d) The discovery of "natural resources" as a source 
of wage increases must not be overlooked. The "gifts 
of nature to production" are not fixed and definite 
physical properties; their discovery and utilization 
are intimately associated with the advance of tech- 
nique. In fact the appearance of new resources and 
of less wasteful methods of utilizing old ones are among 
the most important gifts of technique to production. 

4. A surplus may be built up by an increase in the 
quantity or an improvement in the character of in- 
dustrial equipment. The size of this surplus depends 
upon two factors. 

(a) One is the rapidity with which the establish- 
ments in an industry can (with all due regard to the 
costs of obsolescence and replacement) install new 
equipment embodying the latest technique. Improved 
machines usually cost little if any more than the less 
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efficient ones they replace. The accruing surplus rep- 
resents one of the least impervious points of attack 
for a raise in wages. 

(b) The other is the possibility of bringing the equip- 
ment of the poorer establishments of an industry up 
to the standards set by the best. It is well known that 
wages in an industry are affected by "the ability to 
pay" on the part of the poorer establishments. It is 
evident that poor equipment increases the cost of 
production and diminishes the ability of the establish- 
ments to pay. In such cases an increase in wages is, 
among other things, dependent upon a competitive 
system provident enough to deny business life to the 
poorer establishments. In marginal plants that sur- 
vive an elimination of poor and obsolete equipment 
would remove a serious check on wages. 

5. A surplus may have its source in an improved 
organization within the establishments making up the 
industry. The possibilities here are as comprehensive 
as the whole domain of the administration and manage- 
ment of a plant. Some of the larger of the prospective 
sources of gain follow. 

(a) The "established order" of nearly every plant 
can be greatly improved. There are possibilities of a 
reduction in costs in a closer articulation of the parts 
of the business, in avoiding duplication of functions, 
in planning systematically for the future, in careful 
preparation for the day's work, in proper correlation 
with other industries, and in an adequate system of 
accountancy and budgeting. 

(b) Little progress has yet been made in the estab- 
lishment of standards by which the efficiency of man- 
agements, departments, and employees can be tested. 
Business practice is still based upon the notion that 
pecuniary reward is the exclusive bait to efficiency. 
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Yet as industry is at present organized the nexus of 
industrial efficiency with pecuniary success is far from 
complete as repects managements, departments, and 
employees. In view of this ' ' administrative standards ' ' 
might be set up for testing the efficiency of manage- 
ment; standards of accomplishment might be estab- 
lished to measure the efficiency of departments; and 
"production standards" might be formulated to deter- 
mine the efficiency of labor. The development of such 
standards will in two distinct ways tend to create an 
expanding surplus. They will replace the nominal 
pecuniary incentives of business with real ones. They 
will reveal the current status of efficiency and by 
analysis point out possible improvements. 

(C) The third general source of an increase in the 
nominal wage is an improvement in the economic arts. 
This can be effected either through their development 
or through their better utilization. So little is the no- 
tion that economic arrangements are man-made under- 
stood that the idea of a development of economic 
institutions by conscious and scientific methods is far 
from being universally held. For that reason the dis- 
cussion below of six typical problems 8 which fall into 
this grouping is more protracted than otherwise it 
need be. Whatever be the solutions of these problems 
their very presence indicates how important are the 
arrangements which make up the economic order as 
factors in determining wages. 

1. A considerable surplus might be created by elim- 
inating or reducing the violent rhythm of industrial 
activity which accompanies "the business cycle." The 
attendant irregularities in the operation of an industry 

8. A consideration of the nature of the unit for the measurement of pecuniary values 
is a seventh problem. It is discussed below in connection with the argument about 
increasing the purchasing power of the nominal wage (VI, D). 
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present a serious defect in economic organization. An 
adequate solution of this problem involves almost every 
economic institution. It raises the whole question of 
the efficiency of industry under business guidance. It 
is, therefore, too all inclusive to be discussed as a sub- 
head of a theory of wages. It is sufficient to indicate 
two ways in which the operation of the economic cycle 
holds wages down. 

(a) The first and most obvious is the creation of 
unemployment in periods of depression. Even tho 
nominal wage rates are maintained, the depletion of 
earnings seriously impairs the wage rate measured in a 
period long enough to be of any significance in the life 
of the laborer. Furthermore, these stoppages of in- 
come, by decreasing the purchasing power of a part of 
the community, indirectly lower the wages of those 
constantly employed. 9 

(6) The second is an increase in the cost of production 
per unit of product. In periods of depression overhead 
costs, which are fairly constant, are spread very thick 
over the small volume of production. In periods of 
prosperity increased demand is accompanied by in- 
creases in costs, since raw materials have to be bought 
at advanced prices and plants are forced beyond their 
normal capacities. A reduction in these costs through 
more regular production would create an appreciable 
surplus. 

2. If wage earners would take thought for the mor- 

9. At this point the writer cannot forbear making a single suggestion. It is that a 
tax, as heavy as the traffic can bear , be placed upon temporal irregularities in the vol- 
ume of employment. It may perchance be that this will not arrest cyclical unemploy- 
ment, for its sources are beyond the control of the personnel of any industry- But if 
there is any truth in the theory that pecuniary rewards are among the motives to in- 
dustrial policy, which even the most protestant of economists does not deny, it will 
cause business executives to do all they can to regularize the volumes of their respective 
employments. Since the receipts would be paid out in unemployment benefits, this 
would also tend to decrease unemployment by stabilizing purchasing power. Thus it 
would provide a double incentive to the reduction of unemployment. 
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row a considerable saving might be effected in the costs 
of the services of property. An industry should pay no 
more than necessary to secure investments. It is a mat- 
ter of convention that the services of executives and of 
employees are rewarded with terminable incomes and 
the services of investors with indeterminate ones. If 
the services of the investor, which are finite, were re- 
warded with the guarantee of an income for a definite 
period of time, the cost of his investment would ter- 
minate at the end of this period. In this way the bur- 
den of ownership upon an industry might eventually 
be materially reduced or eliminated altogether. Two 
illustrations will make this clear. 

(a) It is a common practice for establishments to 
build up surpluses through ' ' corporate savings." These 
are invested in "additions" and "betterments." This 
practice is capable of extension. In fact it might come 
to be the general custom of securing funds for the 
expansion of established businesses. Such surpluses 
represent earnings in excess of the payments necessary 
to attract investments. It is possible to take away the 
conventional right of the security holder to claim such 
reinvestments as property upon which he is entitled 
to an income. It is also possible to collect interest upon 
these reinvestments from the consumers in higher prices. 
This makes possible a small, but gradually increasing 
surplus, available for the payment of higher wages. It 
would amount to a capitalization of corporate savings 
as a property right of the laborers in the industry. 

(b) It is possible at the end of a period of, say, fifty 
years, to free an industry from the whole of the owner- 
ship charge. This can be effected without the slight- 
est impairment of any existing property rights by the 
simple device of replacing indeterminate or renewable 
securities with annuities of an equal market value 
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terminating at the end of fifty years. In this way a 
very large surplus could be created. 1 

3. A reorganization of the system of marketing the 
products of an industry offers the chance for a surplus. 
There is a persistent demand for a simplification of the 
prevailing "hierarchical system of distribution" of 
goods, with its ranks of jobbers, wholesalers, retailers, 
and whatnots. The obstacles in the way of market 
reform are two. 

(a) There are in the marketing organization vested 
interests which have no thirst for extinction. 

(6) There are necessary functions in the process of 
marketing goods, such as transfer, storage, delivery, 
and the extension of personal credit, which are essential 
under any form of market organization, and which re- 
quire agencies for their discharge. 

4. There is a demand for a larger measure of unifica- 
tion in an industry. Many proposals of partial unifica- 
tion have been made by individuals and by groups who 
have zealously sought a fund available for raising wages. 
The following are the more important of these. 

(a) There is, first, the demand for "collective mar- 
keting." A very large part of the cost of marketing is 
incidental to the sale of the particular brands of com- 
petitive establishments rather than essential to the 
marketing of the product itself. In particular the de- 
mand for stable commodities is quite constant and 
selling costs are largely competitive. In this country 
law has recently sanctioned the establishment by com- 

1. Here arises the question of the equity of the conflicting claims of the laborers 
within an industry and the consumers of its products to the income freed by the non- 
capitalization of "corporate savings" and by "the liquidation of ownership." It is of 
no concern here only to note that the issue is between concentrating the surplus upon a 
substantial increase in wages in an industry or diffusing it in slightly raising the wages 
of all laborers through a decrease in prices. Of course in the improbable event of all 
industries expanding through the reinvestment of non-capitalized corporate savings 
and all of them liquidating ownership at the same time there would be little material 
difference between the results of these two policies upon the "wages structure." 
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peting firms of a single agency for exploiting the foreign 
market. Of late there has been much ado over pro- 
posals of similar organizations for domestic marketing. 
If this could be effected, under proper control, sub- 
stantial economies might be realized. 2 

(b) There is, second, the demand for "collective 
research" in technique. It is proposed that the com- 
peting firms in an industry unite in maintaining an 
organization for the development of technique, the 
establishment of standards of technical performance, 
and the like. Technique is not developed as rapidly by 
competing firms as it could be by an institution sup- 
ported by all of them. The inability of the weaker 
firms to maintain research organizations is a serious 
check upon their ' ' ability to pay " wages. This proposal 
seems very promising. Yet obstacles to its realization 
exist in the spirit of business enterprise, the public dis- 
trust of monopoly, and the attitude of the courts. 

(c) There is, third, the proposal of a "wages pool." 
The object of this is to divorce the rate of wages from 
"the ability to pay" of the individual firm and to make 
it dependent upon "the ability to pay" of the industry 
as a whole. Its advocates would guarantee to all la- 
borers in an industry a fixed rate of wages; they would 
have this paid out of a "pool" maintained for the in- 
dustry as a whole; and they would require individual 
corporations to contribute to the "pool" in accordance 
with some predetermined principle, say, so much for 
every unit of product. By thus making wages a "first 
charge" against the industry, an increased regularity 
and stability would be given to the wage rate. 3 Yet it 

2. It is evident that " collective marketing" involves some scheme for the allocation 
of production among the establishments in an industry. It is hard to see how the result 
could stop short of giving to an industry a larger measure of unification than bargained 
for. 

3. A nice problem requiring careful adjustment is presented in making the aggre- 
gate of all collections from corporations recurrently equal to the wages bill for the in- 
dustry. 
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is hard to see how this could add more than a small 
increment to wages unless the price of the commodity 
were raised or contributions were made to the "pool" 
out of public funds. At best it could only average out 
the abilities of the several firms to pay. Offhand it 
appears that it could not increase the aggregate of wages 
in an industry by more than the differential property 
incomes paid by the concerns making it up. 

(d) There is, fourth, the proposal of "financial unifi- 
cation." The demand is for a united business manage- 
ment of an industry composed of establishments, each 
of which retains its technical staff. Its advocates would, 
as in the case above, have wages charged against the 
industry, rather than against its separate establish- 
ments. Many of them would have prices based upon 
the average, rather than upon the marginal, cost of 
production. 4 If the financial guidance were competent, 
it cannot be argued against the scheme that it is a mere 
device for collecting a subsidy from efficient establish- 
ments to maintain incompetent ones. But there are 
two serious obstacles in the way of this promising ven- 
ture. First, at best only the differentials of the better 
over the poorer establishments could be appropriated. 
Second, an attempt at their appropriation through 
"financial unification" would have to be compulsory. 
If the units composing the industry were left to unite 
by act of free will, there is no guarantee that the dif- 
ferential gains of the better establishments would be 
devoted either to raising wages or to lowering prices. 
If "financial unification" were forced upon them, seri- 
ous questions of law and of the equity of established 

4. The advocates of this scheme sometimes forget that if prices are based upon " the 
average cost of production '* the surplus made up of the differentials obtained by basing 
it upon " the marginal cost '* will not be available for paying higher wages. This surplus 
may be distributed between the wage earners in an industry and the consumers of its 
products. It cannot be awarded to both of them. 
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incomes from property would be raised. Such ques- 
tions might be solved; but for the moment their very- 
existence and the vested interests in their remaining 
unsolved are almost insuperable obstacles to an adop- 
tion of the scheme. 5 

(e) There is, fifth, the demand for "collective pro- 
duction." Since "collective production" is impossible 
without "collective finance," it involves a rather com- 
plete unification of the industry. For that reason it is 
discussed in its proper place just below. 

5. More drastic still is the demand for a complete 
unification of the industry. The rate of wages has, 
among other antecedents, the prevailing organization 
of an industry as an aggregation of competing units 
(modified by some semblance of unity for price-making 
or other purposes) under business control. Under an- 
other form of organization wages might be higher or 
lower; almost certainly they would not be, collectively 
and severally, what they are now. The demand for 
"the organization of an industry" finds expression in 
an increasing number of proposals. The possibilities 
of these daring attempts to discover funds available 
for wage increases are indicated in the following dis- 
cussion of the three most common proposals. 

(a) The simplest proposal is "monopoly," the merger 
of the units of an industry into a single joint-stock com- 
pany, with a "business organization" and under "pri- 
vate control." This would enable savings incidental 
to collective marketing, collective research, a wages 
pool, financial unification, and collective production, 
to be made. In addition it would permit economies 

5. In long-time terms the proposal is more promising. In particular it might be 
very useful in industries in which production in increased quantity entails higher costs. 
For an increased demand and a "lower margin of cultivation," utilization, or fabrica- 
tion would create differentials which might be disbursed in wage increases in the indus- 
try. This, of course, would be equivalent to giving to its laborers increased property 
rights in an industry. 
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from the careful distribution of establishments within 
an industry. It is evident that such economies, if 
realized, could be made to yield a substantial surplus. 
Yet the proposal is not convincing. While economic 
opinion is coming to look less favorably upon the benefi- 
cence of competition, the superior efficiency of monopoly 
is still unproved. The distrust of the public for this 
type of organization is not likely to be allayed until we 
devise more effective agencies of control than we now 
possess. Finally we have not yet reached the point in 
cosmic evolution where those who organize monopolies 
find their primary incentive in a desire to raise wages. 

(6) A proposal advocated more enthusiastically by 
those who wish to raise wages is "nationalization." 
Its advocates claim not only that it will realize all the 
economies promised by monopoly but that in addition 
it will provide a solution for the problem of control. 
In spite of experience with nationalized industries in 
various countries, the question still remains a specula- 
tive one. Of late some work has been done in breaking 
it up into specific questions about changes in the or- 
ganization of an industry. Altho this work is very 
promising, research and experience have not yet re- 
duced it to terms calculable enough for judgment upon 
the effects upon an industry of so sweeping a change in 
the form of its organization. When the change is made, 
it will cut athwart too many habits and usages of the 
business system to make the surplus inherent in it 
immediately available. 

(c) Of late a demand for "worker's control" or for 
"joint control" has found expression in an increasing 
number of proposals. It has been suggested that the 
management of a unified industry be entrusted to the 
joint control of representatives of owners and workers, 
of workers and consumers, or to the exclusive control 
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of workers. Its advocates claim for such a scheme all 
the advantages and freedom from all the disadvantages 
of monopoly and of nationalization. It is superior to 
monopoly in that: (1) It will save the morale of labor 
which under "capitalism" is a "wasting asset"; (2) 
It will utilize in management the experience and intel- 
lectual resources of labor which now go to waste; and 
(3) It will adequately safeguard the interests of the 
public. Its merits overtop nationalization in that: 
(1) It will avoid bureaucracy; and (2) It will through 
organization in the form of a joint-stock company 
avoid a radical break with existing institutions and 
usages. Despite the promise of such schemes, their 
proposals are too new and too little understood to be 
fairly weighed against the present system. It is only 
when analysis, the accumulation of fact, and detailed 
restatement have reduced these blanket proposals to 
specific constructive measures that a judgment upon 
them will be possible. It is, however, more than possible 
that in the fullness of time (which no one is willing to 
wait for) economic research may turn these vague pro- 
posals into an acceptable program for accumulating 
surpluses available for wage increases. 

6. This suggests a proposal of a far more scientific and 
a far more revolutionary kind. It is that there be estab- 
lished institutions for research in economic organization 
and for the development of the economic arts. Scien- 
tific procedure in the development of the industrial arts 
no longer requires argument. But so prone are we to 
regard the arrangements which make up the economic 
order as "natural," or as the deliberate selections or 
"survivals" of a long process of "trial and error," that 
we think little of subjecting them to scientific scrutiny. 
Our economic order was never deliberately contrived. 
It emerged as the result of the attention given by many 
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men to the small matters of their own concern. The 
constant changes which are occurring in it are by- 
products of attention to particular interests and specific 
problems. Of late the case for research organizations 
to accumulate "the facts" about the industrial system 
has become more convincing. But something more is 
possible. There might be research organizations with 
competent personnels who were able and willing to 
examine proposals for economic change quite disin- 
terestedly. They might by analysis, criticism, the 
accumulation of fact, and interpretation, translate 
vague proposals of changes in economic organization 
into constructive propositions. This they could do 
without commitments for or against the proposals con- 
sidered. This would make possible valid judgments 
upon such matters. It would be a significant step in 
the substitution of "reform by method" for "reform 
by agitation." The advance in the state of the indus- 
trial arts is coming to rest upon scientific method. The 
"backwardness of the economic arts" might be over- 
come by a like attack. 

V. The mere existence of these potential surpluses 
does not automatically raise wages. That result is also 
contingent upon the ability of the wage earners in an 
occupation or industry to command them in competi- 
tion with other groups. Of the many factors affecting 
the competitive strength or weakness of the group of 
wage earners in an industry, the following seem to be 
of the greatest importance. 

(A) The factor most often stressed is the relative 
scarcity of laborers who can do the work of the industry. 
A rapidly increasing native population, a large immi- 
gration, a reduction of tasks to routine, an easy admis- 
sion to an occupation, and kindred factors tend to 
defeat wage earners in their attempts to appropriate 
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these surpluses. Conversely a static native population, 
an arrested immigration, a detailed differentiation of 
tasks, a rigid requirement for admission to a craft, and 
similar elements tend to aid their struggle. All of these 
have received adequate attention and require no de- 
tailed discussion here. 

(J5) A second factor is the unit used by the laborers 
for bargaining purposes. If the rate of wages appears 
in separate contracts between a corporation and each 
of its employees, the wage earners in an industry will 
have less power to claim these surpluses than if they 
act as a unit for bargaining purposes. If the laborers in 
an industry are organized and the employers are not 
they will possess far more power over these surpluses 
than if the employers are organized and they are not. 
The institution of collective bargaining has received 
scant attention in reputable economic theory. But it 
finds adequate expression in the growing body of theory 
which is being built up incidental to "the labor prob- 
lem" and requires no detailed formulation here. 

(C) A third factor is the strategic importance of the 
industry in which the laborers are engaged. Wage 
earners in industries of growing importance have a much 
better chance to appropriate these surpluses than la- 
borers in industries of declining importance. In a 
developing industrial society there appear periodically 
occasions upon which an industry of high strategic 
importance can command additional revenue at the 
expense of the consumers. If the laborers within the 
industry have a strategic position, they can divert a 
large part of this surplus into higher wages. If all in- 
dustries were to be organized and if laborers in the more 
strategic industries were to keep their ranks intact 
against the invasion of laborers from less strategic in- 
dustries, the pecuniary returns due to the strategic 
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position of these industries in the economic system 
could be converted into differential wages for the la- 
borers in those industries. 6 

(D) A fourth factor is the theory of wages held by 
those who bargain about wage rates. The importance 
of this factor is in direct proportion to its general neglect. 
If the representatives of wage earners in an industry 
believe that the rate of wages is fixed by a "natural 
law," resting upon some such ultimate and immutable 
terms as "demand" and "supply," they have little 
appreciation of the problem of raising wages. If they 
conceive of the productivity of labor, the ability of 
management, the efficiency of technique, and the 
efficacy of business organization as established institu- 
tions, they can make no use of improvements in these 
institutions in a program for raising wages. If they 
assume that wages can be raised only by raising prices, 
they limit themselves to the use of a single device. If 
they comprehend the many and varied sources from 
which an increase in wages may come, and if they can 
make skillful use of devices for tapping these sources, 
they will be equipped to formulate a comprehensive 
and progressive program for raising wages. To repeat, 
one of the most important terms in the theory of wages 
is beyond peradventure the theory of wages held by 
those who formally make wage rates. 

6. One of the most interesting questions presented by the possibility of the organiza- 
tion of all industries is the principle of wage payment. It is entirely possible that la- 
borers would be paid, not in accordance with ability, experience, or application, but in 
keeping with the strategic positions of the industries which they served. Such a situa- 
tion, however, would not be new. To cite a single example, laborers of equal native 
gifts and application are rewarded differently because they work under different eco- 
nomic systems or choose to be born in different centuries. In fact such differentials are 
at least pertinent factors in the explanation of all wage rates. For so long as we talk 
vaguely about the relationship of wages to ability, skill, and application, but have no 
standards for testing these qualities (except wages, which involves reasoning in a circle, 
and a very short one at that) we cannot escape the fear that the current wage structure 
is full of such differentials. The problem of justice between laborers in different occupa- 
tions and industries is probably as far from solution with us as it would be under a 
system in which all industries were organized. 
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VI. The rate of wages in an industry may remain 
nominally the same and still be increased if its purchas- 
ing power is increased. Winning a nominal wage is 
only one-half of the process of gaining a living. To 
complete it the laborer must take his wage to market 
and exchange it for goods and services. His real wage 
is as intimately dependent upon the terms of that ex- 
change as it is upon his nominal earnings. Or, more 
briefly, the prices of commodities are one-half of the 
problem of wage rates. Only a cursory account of the 
sources of an increase in real wages through lower prices 
is possible here. 

(A) The most obvious source of such an increase in 
real wages is a decrease in the prices of goods which 
are means to the laborer's well-being. All of the sources 
of an increase in the nominal wage enumerated above 
(IV) are, with the exception of the device of taking the 
increase out of the consumer (IV, A, 1), sources of lower 
prices. Of particular importance are those which con- 
duce to an increase in the resources of production. All 
of these surpluses may, instead of being used to raise 
wages in the industry, be devoted to lowering the price 
of the commodity to the consumer. 

(B) The increase in real wages through lower prices 
may be accentuated by a diversion of productive re- 
sources from other uses to an increase in the commodi- 
ties which are articles of importance in the laborer's 
budget. In part this can be effected by the elimination 
from production of waste goods, as, for example, the 
materials of competitive national armament; and in 
part by diverting to the production of essential com- 
modities resources now used for the fabrication of 
luxuries. The latter can be aided by all those measures 
which tend to a more equal distribution of wealth. 

(C) The real value of the nominal wage may be ap- 
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preciably increased by an elimination from the laborer's 
budget of expenditures whose object is the avoidance of 
ill-being. The dubious expenditures for curative drugs 
and medical services and the excess in the insurance 
rate due to the hazards of the occupation are examples 
of such expenditures. The development of sanitation, 
the growth of preventive medicine, and the movement 
for safety, which tend to decrease such expenditures, 
add substantial increments to the laborer's income. 

(D) The real value of the nominal wage might be 
materially increased if stability were given to its pur- 
chasing power. The wants of the laborer's household 
are regular and recurrent; his income should possess 
the same characteristics. At present the nominal wage 
is at the mercy of a vacillating system of prices and a 
capricious unit for the measurement of market values. 
A real "stabilized dollar" would be tantamount to a 
substantial increase in wages. 

VII. The laborer's wage falls into two distinct parts. 
The first is the nominal wage, converted into a real 
wage through purchases of commodities and services. 
The second consists of goods and services which, under 
prescribed conditions, are at the laborer's disposal. 
There are two sources of this free income, each of which 
requires passing mention. 

(A) One is the establishment employing the laborer. 
Facilities for recreation, the benefits of a health service, 
and opportunities for industrial training are among the 
many services offered to an increasing number of la- 
borers by the concerns employing them. Some of these 
"welfare services" owe their establishment to manage- 
ments who were convinced that they would pay. Others 
rest upon the ephemeral basis of attempts to avoid 
taxes. In such cases the value of the service was re- 
garded as at least equal to the excess in cost over the 
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amount that otherwise would go into taxes. For the 
future there is every prospect of an increase in the scope 
and number of such services. 7 

(B) The other is the political community of which 
the laborer is a member. The free use of parks and 
libraries, free schools for his children, access to a public 
health service, and doles for unemployment are typical 
examples of economic services offered by the state to 
the laborer. Through them the real wages of labor 
have been materially increased in the last twenty years. 
These items, too, are among the most important in the 
laborer's budget. Such increases eventually entail little 
cost upon the community; for educational opportuni- 
ties, the supervision of health, and like expenditures will 
pay for themselves in the next generation. Immediately 
they do impose a cost and this cost is the most effective 
limitation upon their extension. Since they are paid for 
by taxation, which falls only in part upon laborers, 
they do constitute a net addition to wages. To the ex- 
tent that such taxation meets the canon of "ability to 
pay," the smaller is the burden upon laborers and the 
greater the addition to real wages. An increase in the 
political power of wage earners argues for an enlargement 
and extension of such community services in the future. 

VIII. This discussion of the sources of an increment 
in wages leads inevitably to a general theory of the 
determination of a wage rate in an industry. The initial 
problem of how real wages can be raised requires the 
elaboration of such a theory and the discussion above 
supplies all the material that is needed for it. Such a 
theory, quite inchoate as it is, is given a tentative state- 
ment in the propositions which follow. 

(A) The sources of an increase in a wage rate are the 

7. It is frequently argued that such services do not constitute a net addition to wages, 
since they are paid for by subtractions from nominal wages. This argument has not 
been proved and is highly improbable. 
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sources of the basic rate. The argument above has 
shown the conditions under which a wage rate in an 
industry can advance. By implication it has also shown 
why it remains at its present figure. The factors upon 
which both the higher and the lower rates rest are the 
same. They differ because of quantitative differences 
in one, a number, or all of these factors. 8 

(B) It is, therefore, possible from the discussion 
above to list the factors upon which a rate of wages de- 
pends. 9 The outline of the principal factors given below 
can be elaborated to any requisite length from the argu- 
ment above. The rate of wages in an industry or oc- 
cupation is dependent upon the following factors. 
1. The nominal rate of wages. This rests upon : 
(a) The position of the industry or occupation as 
regards (1) the price and cost situation; (2) the state 
of the industrial arts; and (3) the state of the economic 
arts. To reduce the formula to manageable terms each 
of these must be broken up. Thus the state of the in- 
dustrial arts includes the respective states of labor, 
management, technique, industrial equipment, and the 
organization of the plant. Thus the state of the eco- 
nomic arts includes such conventions as the guidance 
of industry by business, the organization of an industry 
as a series of competing establishments, the placing of 

8. The skeptioally-minded reader may, for further illustration, work through the 
problem of a decrement in the wage rate. The lower rate will be found to differ from 
the current rate because of quantitative differences in the factors mentioned above. 
The mathematically-minded reader may, if he chooses, state the problem as why in in- 
dustry R wages are $M rather than $M -f- N a week, or what are the conditions under 
which wages at present $M can be increased to $M fNa week. He may regard the 
basic rate of wages as composed of a series of increments and follow this up working 
through the formula again and again, using successively $M and $M — N a week, 
$M — N and SM — 2N, JM — 2N and $M — 3N, etc. It is only fair, however, to 
warn the latter that the process through which a wage rate has come to be what it is 
cannot accurately be represented by the series into which a mathematical entity can 
be broken up. 

9. Of course the discussion above has not revealed all the factors. To supply those 
missing and to resolve and reresolve those given into all their detail would be an inter- 
minable task. However those mentioned are numerous and typical enough to indicate 
the nature of the problem. 
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the labor charge against the establishment rather than 
against the industry as a whole, and the like. 

(b) The relative ability of wage earners to command 
income in competition with other groups. 

2. The purchasing power of the wage. 

3. The goods and services which fall outside the 
nominal wage. 

(C) The specific factors upon which the rate of wages 
in an industry or occupation rests are customs, habits, 
practices, institutions, or, if you please, arrangements. 
Typical examples are the current values set upon natural 
resources, the state of industrial technique, the practice 
of absenteeism, and the institution of charging wages 
up against a corporation rather than against the indus- 
try as a unit. Or, to put it differently, the theory here 
stated is institutional. 

CD) The wage rate and the factors upon which it rests 
are all variables. 1 It is subject to a constant process of 
increment and decrement. The increase accrues be- 
cause of an increase in one, a number, or all of these 
factors, or because of an improvement in the bargain- 
ing powers of laborers. The decrement appears because 
of a decrease in one, a number, or all of these factors, 
or because of a decline in the bargaining power of la- 
borers. The making of the wage is a process; it is 
constantly being redetermined in terms of the imping- 
ing factors. 

(E) The factors upon which the rate of wages rests 
are all of them in their respective degrees subject to 

1. The realistic terms of this formula are still so abstract that it is difficult to ap- 
preciate even from the above account how variable they are. It is only when one has 
worked the formula through in terms of a specific industry that he realizes their vari- 
ability. But the doubt is eliminated when, to cite the single example of the British coal 
industry, these abstractions become laborers too provoked with "private enterprise" 
to give their best, managers too poorly paid to be efficient if they would, inspectors far 
too few in number for the task, engines and cages of obsolete patterns, and the sprawl- 
ing organization of establishments within the industry. 
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human control. This characteristic is too important to 
be passed without a word of comment. 

1. There are limits to the conscious control to which 
each will respond. The indisposition of consumers to 
pay is a limit upon wage increases through price ad- 
vances; the cost of replacement of equipment retards 
the rate at which technique develops; and the faith of 
the public in competition arrests economies through 
the unification of an industry. This is inevitable, since 
these factors mutually impinge upon each other in a 
developing industrial system. 

2. These factors differ in the nature of the groups to 
whose control they respond. A single corporation can 
increase the efficiency of its management; the de- 
velopment of technique can be controlled by an or- 
ganized industry, but not by the average establishment 
within it; a change in the form of the organization of 
an industry involves an appeal to the public. A trade 
union may raise the nominal rate of wages in an indus- 
try, but it is only as a part of a larger consuming public 
that it can increase the purchasing power of the nominal 
wage. 

3. These factors differ in the immediacy of the re- 
turns which control makes possible. The returns from 
an increase in price are immediate; those from a de- 
veloping technique slow but cumulative; those from 
"the liquidation of ownership" more than a generation 
away. 

4. The factors subject to control are limited in num- 
ber by the attitudes of the groups who can control 
them. Ignorance of the economic order or a concep- 
tion of it as part of the world of nature makes intelligent 
guidance impossible. As the knowledge of economic 
organization increases and as the institutions which 
make it up receive detailed attention, there will be an 
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increase in the number of factors which those who are 
concerned with wage rates regard as subject to control. 

(F) If the factors upon which the rate of wages in an 
industry rests are institutions, if they are variables, and 
if they are subject to control, there can be no "natural 
rate of wages." All rates of wages are artificial, tho 
all are not authoritatively determined. 

(Or) The theory presented here may be called "a 
functional theory" of the rate of wages. The term 
means that the rate of wages in an industry or occupa- 
tion is a function of the pecuniary, technical, and eco- 
nomic factors which impinge upon it. Since these 
factors vary in quantity from industry to industry the 
theory is functional rather than numerical. 

(H ) In its most general statement this theory makes 
the rate of wages a function of all of these impinging 
factors. In this form it is too long and too complex to 
be used. This bewildering complexity, however, is lost 
when the use to which it is to be put is noted. For any 
wage rate at any particular time certain of these factors 
will stand out as all-important, others as of less impor- 
tance, and the rest as of negligible account. In this 
abridged form it has the selected character of all causal 
explanations of social phenomena. 2 

(7) This theory can be put to use only when its 
abstractions are converted into the less general terms 
descriptive of a particular wage rate. The factors 
enumerated above, and even more their constituent 
elements, vary from industry to industry and from 
occupation to occupation. Factors of importance in 
shaping one wage rate are negligible in their effect 
upon another. Factors common to many wage rates 

2. Even such an abridgment will not satisfy those who seek economic verity, who 
know that a formula to be true must be simple, and who crave truth that can be re- 
duced to italicized principles. Its defense must be that it is specific and realistic enough 
to be usable. 
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differ widely in their influence upon these rates. It is 
only by a reduction of these factors to quantitative 
terms that this functional theory can be converted into 
a numerical formula explaining a specific wage. 

IX. Thus it is that a wage rate in an industry or 
occupation is determined. Thus it is that many wage 
rates in many industries and occupations are being re- 
made. Two questions remain. One is the relationship 
of wage rates to each other. The other is the relation- 
ship of wages to other shares in "distribution." 

(A) The relationship of wage rates in different in- 
dustries and occupations provokes contradictory ex- 
planations. Many persons mold these wage rates into 
an orderly and unified structure. To that end they 
assume as a basis of "the wages structure" "a general 
rate of wages." Particular rates paid in skilled occupa- 
tions are thereby compounded from "the general rate 
of wages" and an occupational or industrial differential. 
Others regard "the wages structure" as so sprawling 
and conglomerate that explanation can go no further 
than the particular rate of wages. A consideration of 
wages structures in different countries and under dif- 
ferent economic systems give evidence that wage rates 
mutually affect each other. A detailed study of wage 
statistics in a single country makes one skeptical alike 
of a basic rate and of well-ordered differentials based 
upon it. The truth is that there is a tendency towards 
uniformity throughout "the wages structure" and a 
tendency towards diversity. 3 The relationship of rates 

3. The trouble lies in the assumption, common to both groups, that a "cause" or 
"tendency" works to the exclusion of its antithesis. Economic causes and tendencies 
are conceived in absolute, not in relative, terms. The truth is that the economic order 
is filled with antithetical "causes" and "tendencies." To cite a single example, the 
relationship of the rates which make up "the wages structure" cannot be explained 
without the assumptions both of the mobility and the immobility of labor. The ques- 
tion of the extent to which each prevails is one for quantitative determination. Because 
of this relativity of economic "causes," "tendencies," "forces," and whatnots, economic 
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within "the wages structure" is to be explained in terms 
of these antithetical tendencies. 

1. There is at least the semblance of a tendency to- 
wards "a general rate of wages" and well-ordered 
differentials in "the wages structure." This rests upon 
the following factors. 

(a) "Labor" is frequently regarded as a "fund" 
made up of homogeneous units. This conception makes 
it a standardized commodity. Accordingly in a market 
as fluid as modern industrialism offers it will be paid at 
a uniform rate. Differentials are, therefore, the neces- 
sary payments for a quantity in excess of, or a type 
above, the standard. There is at least a suggestion in 
the world of reality of "the funding of labor" so glibly 
achieved in many wage theories. Where the machine 
has reduced the great mass of tasks to routine one 
laborer is very nearly as good as another. And im- 
migration has given us a flood of human beings that 
approach the economic ideal of a standardized, ho- 
mogeneous, depersonalized "fund of labor." 

(6) The mobility of labor tends to give order to wage 
rates. To the extent that laborers flock into the better- 
paying industries and occupations and avoid those less 
remunerative, the tendency is towards uniformity in 
wage rates. 

(c) The mobility of prices has been frequently re- 
garded as an active agent in equalizing wages in various 
industries and occupations. 

2. In spite of this tendency towards uniformity the 
rates which make up "the wages structure" tend to 
diverge. A great many of the factors upon which di- 
versity rests have been revealed in the discussion above. 

theory can do little more than enumerate the factors upon which the phenomenon to be 
explained rest. A statement in numerical terms must await the application of the 
theory to the particular problem. But this is straying from the theory of wages to the 
theory of economic theory and has no place here. 
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Some three of the more general of them will be specifi- 
cally mentioned. 

(a) "Labor" cannot be reduced to a fund of ho- 
mogeneous units. The requirements of various tasks 
are manifold and divergent. The aptitudes and ca- 
pacities of laborers vary tremendously. Neither the 
demands of positions nor the abilities of laborers to fill 
them are capable of being measured in terms of any 
common unit. Nor, without pressing faith into credu- 
lity, can we say that in the adjustment of men and jobs 
to each other these attributes get properly measured. 4 

(b) "Labor" is to a very large extent immobile. 
Such conventions as the cost of opportunities for special 
training, commitment to a trade, unwillingness to move, 
and the inchoate organization of the labor market pre- 
vent the laborer from being always free to take the 
better chance. 

(c) The trade union, through restrictions upon en- 
trance to a craft and through collective bargaining, 
can secure for its members differentials which other- 
wise they would not possess. Such differentials rest 
rather upon the strategic position of the industry, its 
"ability to pay," the strength of the trade union, the 
quality of its leadership, and the skill of its represen- 
tatives in discovering and tapping sources of wage 
increases than upon a calculation of the superiority of 
the work of the group of laborers in question over that 
of unskilled workmen. 

4. The use of the pecuniary unit, of course, begs the question; for if market ratings 
of laborers vary with their economic worths, some measure of economic worth must 
exist apart from market valuation. Even if laborers are perfectly free to take or leave 
whatever jobs they will and employers are as free to hire or to refuse to hire whom they 
will , it does not follow that the ratings which make up "the wages structure ' ' correspond 
to those of personal economic worths. The assumptions of a common denominator of 
human capacities, of the laborer's perfect knowledge of himself and the economic world, 
of his unadulterated pecuniary rationality, and of the instrumental character of the em- 
ployer's judgment of economic worth, all necessary to so pleasant a conclusion, are too 
great a tax upon economic faith for that. 
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(B) The question of the relationship of wages to 
other shares in "distribution" may be formulated 
either in specific or in general terms. 

1. In specific terms the question is that of the rela- 
tionship of a particular rate of wages to other incomes 
derived from an industry. Since a general elevation of 
wages involves an increase in particular wage rates it 
is in this form that the question is most relevant to 
the problem of how real wages are to be raised. In this 
form it has already been fully discussed in the argu- 
ment above. 

2. In general terms the question is that of the divi- 
sion of the whole of the income of society between la- 
borers and other claimants. As thus stated we must 
learn a great deal more about how wages, salaries, and 
the incomes from property in particular industries are 
determined before we can make an intelligent attack 
upon the principles underlying the division of the whole 
economic income between laborers and other sharers in 
"distribution." For the moment this cosmic question 
must be left to the surmises and dialectic of the ro- 
mantic economists. 

X. At this point the discussion of the functional 
theory of the rate of wages properly ends. The dis- 
cussion above has been limited to an objective state- 
ment of the potential sources of an increase in a wage 
rate, to a theory of how a rate of wages in an industry 
or an occupation is determined, and to a discussion of 
the relationship of the various rates in "the wages 
structure" to each other. But, since the beginning of 
this inquiry lies in the specific problem of raising real 
wages, it requires for completion some application of 
the conclusions reached to the original question. For 
that reason a few cursory suggestions, all of them clearly 
implicit in the argument above, may be set down with- 



A THEORY OF THE RATE OF WAGES 619 

out violence to the positive attitude which the writer 
has tried to maintain throughout. 

(A) This inquiry indicates that the prospects of 
raising wages are very promising. The rate of wages is 
always a man-made one; the factors upon which it rests 
are subject to control; the sources from which an in- 
crease can come are many and varied. Most of these 
sources will yield immediately only small amounts in 
comparison with the total wage bill for an industry. 
Many of them together can be made to yield substantial 
additions. More important still, most of these sources 
promise under proper guidance to yield progressive 
additions to wages. On the other hand this inquiry 
gives little comfort to those determined to effect a sub- 
stantial increase in all wages immediately. It reveals 
the presence of no coming economic millennium. 

(B) The number of questions relative to a wages 
issue is very large. Investigating committees, boards 
of arbitration, and other parties charged with an im- 
mediate determination of wage rates cannot limit their 
attention to the mere facts about the cost of living, 
wages paid in competitive establishments, and the 
superficial showings of the balance sheet. They must 
take account of a whole range of facts usually regarded 
as beyond the pale of wages theory and thoroly canvass 
the potential sources of an increase in wages. It is 
even more necessary for officers of trade unions, con- 
cerned as they are with the formulation of long-time 
wages policy, to take account of the number and variety 
of the factors affecting the rate of wages. 

(C) The factors upon which the wage rate in an in- 
dustry rests are subject to very different " controls." 
The trade union as an institution for collective bar- 
gaining, the trade union as an organization for the for- 
mation of social policy, the professional men who are 
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"experts" in the industrial and economic arts, the mass 
of consumers, and that mythical personality called "the 
general public," all have their respective spheres of in- 
fluence. Each of these has its finite control over a 
limited number of factors, tho the range of the conscious 
control of each is larger than is usually supposed. 
Finally, some of these factors and even more their 
aggregate, await the development of new instruments 
of control. 

(D) In its demands for higher wages "organized 
labor" cannot be indifferent to the sources from which 
the increment comes. On grounds alike of equity and 
of strategy the practice of claiming from the employers 
higher wages and allowing them to find the surpluses 
where they will is to be condemned. The alternative 
of careful attention to sources involves, on the part of 
the representatives of "organized labor," a knowledge 
of the industry in its many ramifications, a careful and 
consciously formulated program, and scrupulous at- 
tention that the funds come from the predetermined 
sources. This involves an increase in the number of 
factors in industry over which "organized labor" exer- 
cises some measure of control and a larger responsibility 
for the conduct of business that it has been willing to 
assume in the past. 

(E) In attempting to raise wages "organized labor" 
should make a sparing use of the obvious device of put- 
ting the burden upon the consumer. In practice this 
device should be subject to some such restrictions as 
these. 

1. It may properly be used to raise wages in an oc- 
cupation or industry to a sum adequate to a decent 
living. This sanction rests upon a classification of "a 
decent wage" as "a necessary cost of production" and 
an ethical principle (arbitrarily assumed if you will) 
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that the consumer of the product of an industry should 
pay the costs essential to its production. 

2. It may properly be used, if the cost of living is 
advancing, at least to the extent of returning to the 
nominal wage the purchasing power of which it has been 
robbed by an advance in prices. 

3. While there may be other cases in which its use 
is warranted, as, for example, to attract into an occu- 
pation men possessed of an adequate degree of skill, 
these should be very few. Every case of this type should 
be regarded as an exception and should stand upon a 
positive justification. 

4. Its general use is likely to defeat its own object. 
A single union can raise wages by passing along the 
burden to the consumer. If all trade unions use this 
device, the net gains will be smaller than the gross 
gains, since the members of various unions purchase 
each others' products. The net gains are likely to come 
largely from unskilled labor, the group least able to 
pay. If all laborers, skilled and unskilled, organize 
and all play this game, the net gains will be limited to 
the small returns paid in advanced prices by consumers 
who are not laborers. In an industrial society im- 
perfectly organized this policy may be sound strate- 
gically (whatever be its ethical merits) for a single 
trade union. It is difficult to see how it can command 
the approval of an organization purporting to represent 
"all wage earners." 

(F) A certain source of wage increases is to be found 
in an improvement of the industrial arts. The tech- 
nique, organization, and equipment of the great ma- 
jority of plants in every industry fall below proper 
standards. The efficiency of labor and of management 
alike is subject to improvement. Through the elimina- 
tion of wastes surpluses of unappropriated income can 



622 QUARTERLY JOURNAL OF ECONOMICS 

be built up. Other income receivers will seek to ap- 
propriate these surpluses. "Organized labor" can set 
for itself the task of diverting to the payment of higher 
wages as much of this "free income" as possible. Such 
gains are all net. They cannot be dissipated through 
increases in the prices of products. 

(G) If "organized labor" will adopt a long-time pro- 
gram still more substantial gains are possible. The 
great difficulty about immediate pressure for increases 
in wages is that, by threatening "established incomes," 
it arouses violent opposition. There are many future 
incomes which have no present owners and no current 
market values. These mean little in the present econ- 
omy of the individual or the corporation. They mean 
much in the longer life of the community, since they 
are but a generation or two away. "Organized labor" 
can afford to lay claim now to increments of income 
maturing twenty, forty, or sixty years in the future. 
Two possibilities of this kind are incomes accruing from 
advances not yet made in the industrial arts and the 
freeing of an industry from the costs of ownership a 
generation hence. 

(H) The leaders of "organized labor" must remem- 
ber the large number of factors upon which the rate of 
wages depends over which as a militant organization 
they can exercise no control. They need to throw the 
weight of the largest single group in industrial society 
in favor of changes in habits and institutions which will 
give to industry an improved organization, lead to the 
development of our "backward" economic arts, and 
increase the funds out of which all incomes are paid. 
Many suggestions of a social policy for raising wages 
are implicit in the discussion above. Here some four of 
them will be mentioned. 

1. There must be no indifference to the goods and 
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services which fall outside the nominal wage. The re- 
lief of unemployment, compensation for accidents, the 
supervision of health, and educational opportunities 
are important items of income. Altho the laborer does 
not possess over them the direct control he has over his 
nominal income, the benefits from such services are 
lasting, reaching quite literally into the third and fourth 
generation. 

2. It must be remembered that there are only two 
ways to increase the material welfare of laborers. One 
is at the expense of other groups in the community; 
the other is through an increase in the wealth out of 
which all incomes are paid. The first of these has very 
definite limits; the second is capable of gradual ex- 
pansion. The discovery, conservation, and utilization 
of human resources; the improvement in the quality 
of management ; the development of technique with its 
increased power over "natural resources"; the expan- 
sion of industrial equipment; and the perfection of the 
internal organization of establishments are all problems 
of significance to wage workers. They should support 
every measure tending to an improvement in the state 
of the industrial arts. 

3. The problem of finding a better unit than the cur- 
rent dollar for the measurement of values and of reduc- 
ing the extremes of the business cycle are of peculiar 
importance to laborers. The vacillation in prices at- 
tending an unstable dollar cause a large part of the 
energies of "organized labor" to be spent in securing 
nominal increases in wages which merely preserve their 
purchasing power. The recurrent periods of depression 
and unemployment attendant upon the business cycle 
cause trade unions to have to make periodic fights under 
unfavorable conditions for the retention of wage in- 
creases secured upon the upward swing of the cycle. 
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Freed by the solution of these two problems from per- 
petual concern with maintaining wages, organized labor 
can with confidence address itself to the task of raising 
wages. A positive program of aggressive action can 
replace a negative one of passive defense. 

4. Of greater importance, because more generally 
neglected, are the problems associated with the develop- 
ment of the economic arts. The stabilization of the 
dollar and the reduction of the rhythm of the business 
cycle are problems of this kind. Others concern the 
discovery and utilization of motives to industrial ac- 
tivity, the reduction of payments for property services 
to a minimum, the more efficient correlation of the busi- 
ness units within an industry, the elimination of eco- 
nomic waste, and the subordination of business to the 
production of wealth. "Organized labor " very properly 
frowns upon proposals for exchanging "capitalism," if 
that is what the prevailing order is, for a hand-me-down 
substitute. It cannot afford to become committed to a 
belief that the prevailing order, or any of the many 
arrangements which make it up, is a finality. Very 
properly it should be wary of "reform by agitation." 
But, on the contrary, in its own defense it must give 
its whole-hearted support to research in the principles 
of economic organization and to agencies for the de- 
velopment of the economic arts. 

(I) Finally, there is no panacea for raising wages. 
There is no formula for a wage increase which will con- 
vert itself automatically into a program of action. 
"The wages structure" is to be elevated by advances 
in the specific rates which make it up. The increase in 
each of these rates must depend upon a procedure based 
upon an understanding of the factors upon which it 
rests. It requires a detailed appreciation of these fac- 
tors in quantitative terms. That procedure must con- 
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stantly be changed since these factors refuse to abide in 
repose. No theory of wages is a substitute for an in- 
telligent attack upon a specific problem. The value of 
the theory presented above, if it has any, is in supplying 
an approach which will enable such attacks to be made 
more intelligently. 

Walton H. Hamilton. 

Amhekst College. 



